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STUDENT AID COMMISSION-Continued 

financial aid "package" may consist of all three types of aid. 
Table 3 shows that in 1984-85, financial aid funds totaling $1,362 million 

will be provided to students attending postsecondary institutions in Cali
fornia. This amount is approximately $134 million, or 11 percent, above the 
1983-84 level. 

Table 3 also shows that: 
• the state provides roughly 10 percent of the financial aid received by 

students attending California institutions of higher education; 
• the postsecondary institutions themselves provide approximately 19 

percent of the total; and 
• private lending institutions associated with the Guaranteed Student 

Loan program and other funding sources account for almost one-half of 
all student financial assistance. 

Table 3 
Student Aid Commission 

Total Higher Education Student Assistance in California 
By Program and Segment 

1984-85 
(dollars in thousands) 

Segment/Program 
University of California 

Cal Grants: 
a. Scholarships ............................................................................. . 
h. College Opportunity Grants .............................................. .. 
Graduate Fellowships ................................................................. . 
Bilingual Teacher Grant Program .......................................... .. 
Pell Grant ..................................................................................... . 
Supplemental Educational Opportunity Grants (SEOG) .. 
Other Grants ................................................................................ .. 
Fee Waivers ................................................................................ .. 
National Direct Student Loans ................................................ .. 
GSL ................................................................................................. . 
Other Loans ................................................................................. . 
College Work Study ................................................................... . 

Totals, UC ................................................................................ .. 
California State University 

Cal Grants: 
a. Scholarships ............................................................................. . 
h. College Opportunity Grants ............................................... . 
c. Occupational Education and Training Grants .............. .. 
Graduate Fellowships ................................................................. . 
Bilingual Teacher Grant Program .......................................... .. 
Educational Opportunity Grants (EOP) ............................ .. 
Pell Grants ..................................................................................... . 
Supplemental Educational Opportunity Grants (SEOG) .. 
State University Grant Program ............................................ .. 
Other Grants ................................................................................ .. 
Fee Waivers ................................................................................. . 
National Direct Student Loans ................................................. . 
GSL ................................................................................................ .. 
Other Loans ................................................................................ .. 
College Work Study ................................................................... . 
Part-Tirne-On-Campus Employment ................................... . 

. -. . "' 

Totals, CSU .............................................................................. .. 

State 

$13,4471 

6,3261 

377 
2251 

$20,375 

$3,3781 
8,8931 

21 
231 

2,1831 
7,113 

12,353 

$33,945 

Source of Funds 
Institu-

Federal tional 

$10,400 $17,700 

26,900 
5,500 

125 35,200 
6,700 

3,100 12,000 

33 8,000 
9,600 2,400 

$55,658 $82,000 

$49,158 
7,056 

360 $2,460 
2,410 

10,897 1,362 

79 10 
8,550 1,826 

9,943 
$76,082 $18,011 

Other 

$4,000 

3,900 

77,8402 

2,800 

$88,540 

$8,020 

110,0902 

682 

$118,792 

Totals 

$13,447 
6,326 

32,477 
225 

26,900 
5,500 

39,225 
6,700 

15,100 
77,840 
10,833 
12,000 

$246,573 

$3,378 
8,893 

2 
23 

2,183 
7,113 

49,158 
7,056 

12,353 
10,840 
2,410 

12,241 
110,090 

89 
11,058 
9,943 

$246,830 
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California Community Colleges 
Cal Grants: 
a. College Opportunity Grants .............................................. .. 
b. Occupational Education and Training Grants .............. .. 
Bilingual Teacher Grant Program .......................................... .. 
Educational Opportunity Grants (EOPS) ............................ .. 
Pell Grants ..................................................................................... . 
Supplemental EducatiQnal Opportunity Grants (SEOG) .. 
Other Grants ................................................................................ .. 
Other Scholarships ............................................................ , .......... . 
National Direct Student Loans ................................................ .. 
GSL ....................................................................................... ; ........ .. 
Other Loans ................................................................................ .. 
College Work Study (EOPS Included) ................................ .. 
Part-Time-On·Campus Employment .................................. .. 
Job Location/Development (Private) Off·Campus .......... .. 

Totals, cce .............................................................................. .. 
California Independent Colleges 

Cal Grants: 
a. Scholarships ............................................................................. . 
b. College Opportunity Grants .............................................. .. 
c. Occupational Education and Training Grants .............. .. 
Graduate Fellowships ................................................................ .. 
Bilingual Teacher Grant Program .......................................... .. 
Pell Grants ...................................................... , .............................. . 
Supplemental Educational Opportunity Grants (SEOG) .. 
Other Grants .................................................................................. . 
Fee Waivers .............. ; .......................................................... ; ....... . 
National Direct Student Loans ................................................ .. 
GSL ................................................................................................. . 
Other Loans ...................... , .................. ; ....................................... . 
College Work Study ............................... : ................................... . 
Total Institutional Work Fund for Students ........................ .. 

Totals, Ind. Colleges ........................ ; ...................................... . 

Proprietary and Specialty Schools 
Cal Grants: 
a. Scholarships ............................................................................. . 
b. College Opportunity GrantS .............................................. .. 
c. Occupational Education and Training Grants .............. .. 
Pell Grants ................... : .............. , ................................................. .. 
Supplemental Educational Opportunity Grants (SEOG) .. 
National Direct Student Loans ................................................ .. 
GSL ......................... ; ..... : ................................................................. . 
College Work Study· .. : .. : ............................................................ .. 

Totals, Prop and Spec. Schools ............................................. . 

Student Aid Commission 
Cal Grants: . 
a. Scholarships ............................................................................. . 
b. College Opportunity Grants .............................................. .. 
c. Occupational Education and Training Grants .............. .. 
Graduate Fellowships ................................................................. . 
Bilingual Teacher Grant Program .......................................... .. 

Totals, SAC ............ _ .................................................................. . 

Grant Totals, All Programs and Segments ...................... .. 

$9,240 1 

618 1 

390 1 

7,684 

45. 
868 

$18,845 

$48,031 1 

4661 1 

'393 1 

2,190 1 

378 1 

$55,653 

$4,484 1 

731 1 

2,178 1 

$7,393 

($69,340) 
(29,851) . 
(3,191) 
(2,590) 
(3,176) 

(108,148) 

$54,720 
9,53i 

445 
22 

2,854 

352 
12,67S 

$80,602 

$21,930 
7,360 

17,757 

12,400 

$59,447 

$63,462 4 

5,716 4 

3,665 4 

1,338 4 

$74,181 

$136,211 $345,970 

$9,240 
618 
390 

7,684 
54,720 

9,531 
$363 $283 1,091 
1,744 1,774 3,540 

317 3,171 
64,660 2 64,660 

766 223 .p86 
3,169 16,715 

11,962 308 12,270 
3,429 ~ 

$18,321 $70,677 $188;445 

$48,031 
4,661 

393 
2,190 

- 378 
21~30 

$107,22Q 
7,360 

107,220 
1,049 1,049 
1m3 19,730 

$187,130 2 187,130 
8,888 8,888 

12,4O(j 
15,340 15,340 

$134,470 $187,130 $436,700 

$4,484 
731 

2,178 
63,462 
5,716 

$407 4,072 
$160,730 2 160,730 

335 1,673 
--

$742 $160,730 $243,046 

$253,544 $625,869 $1,361,594 3 

1 Source: Student Aid Commission, Grant Programs. Cal Grant amounts are awards offered as of October 
1984; actual aID.ounts received are about 10.5 percent less because of attrition. 

2 Source: CSAC, California Educational Loan Programs; Forecasted from data as of December 1984. 
3 Does not reflect Social Security Educational Benefits and Veterans Benefits. . 
4 1983-84 amounts from the U.S. Office of Education; data on 1984-85 amounts are not available. 
Source:. Student Aid Commission 
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Finally, the table shows that students in private colleges receive the 
largest share of financial aid (32 percent), followed by students at the 
California State University (18 percent), the University of California (18 
percent) , proprietary and specialty schools (18 percent), and the Califor
nia Community Colleges (14 percent). 

B. FINANCIAL AID PROVIDED BY THE STATE (Item 7980.101-0(1) 
. Table 4 displays the funding levels for SAC's six grant programs for the 
past, current, and budget years. The table shows that the budget proposes 
total funding for these grant programs of $115,030,000 in 1985-86. This is 
19 percent, or $18.2 million, more than the current-year level. General 
Fund support for these six programs in the budget year is proposed at 
$103,360,000, an increase of 21 percent. Federal support, in contrast, is 
budgeted at $11,670,000, the same level as in the current year. 

Table 4 
Student Aid Commission 

Grants 
(dollars in thousands) 

Actual Estimated 
1983-84 1984-/15 

1. Cal Grant A-Scholarships ....................................................... . $55,339 $62,520 
2. Cal Grant B-College Opportunity Grants ........................ .. 23,414 26,014 
3. Cal Grant C-Occupational Education and Training 

Grants .......................................................................................... .. 2;lJJl 2,746 
4. Graduate Fellowships ............................................................... . 2,300 2,721 
5. Bilingual Teacher Development .......................................... .. 2,487 2,786. 
6. Law Enforcement Personnel Dependents ........................ .. 9 8 -- --

Totals, Awards ........................................................................ .. $85,756 $96,795 
General Fnnd .................................................................................. .. $76,419 $85,125 
Federal Trust Fund ....................................................................... . 9,337 11,670 

Table 5 
Student Aid Commission 

Proposed 
1985-86 

$75,271 
30,743 

3,139 
2,819 
3,044 

14 
--
$115,030 
$103,360 

11,670 

Number and Maximum Size of Grant Awards 
1984-85 and 1985-16 

Change 
Amount Percent 

$12,751 20.4% 
4,729' 18.2 

393 14.3 
98 3.6 

258 9.3 
6 75.0 

$18,235 18.8% 
$18,235 21.4% 

Maximum Award Amount Total Number of Awards 
Change ChllIlJ(e 

1984-/15 1~ Amount Percent 1984-/15 /985-86 Amount Percent 
Cal Grant A 

(Scholru:ship) ................ $3,740 $4,110 $370 10.0% 40,166 43,710 3,544 8.8% 
Cal Grant B 

(Opportunity) ............ 3,520 3,870 350 10.0 20,990 22,288 1,298 6.2 
Cal Grant C 

(Occupational) ............ 2,120 2,250 130 6.0 2,290 2,440 150 6.6 
Graduate 

Fellowships .................. 5,830 6,180 350 6.0 850 850 0 0 
Bilingual 

Teacher ........................ 3,816 4,045 229 6.0 930 970 40 4.3 
Law Enforcement 

Dependents .................. 1,500 1,500 0 0.0 8 9 12.5 -- --
Totals .......................... NA NA NA NA 65,234 70;lffl 5,033 7.7% 
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Table 5 shows the maximum grant level and the total number of awards 
proposed by the budget for each program in 1985-86, as well as the corre
sponding information for the current year. 

The proposals in the Governor's Budget represent the second year's 
installment of a three-year plan designed to increase access and education
al opportunities for those California students seeking postsecondary de
grees or training. The Legislature approved funding for the first year of 
this plan in the 1984 Budget Act. We recommend that the Legislature also 
approve the funding request for 1985-86. 

1. Cal Grant A-Scholarship 
The Cal Grant A program, established in 1955-56 as the California State 

Scholarship program, provides grants to needy, academically able stu
dents so that they can complete a four-year degree program at a California 
college or university of their choice. Awards are provided for tuition and 
fees only. 

The Governor's Budget requests $75,271,000 for the Cal Grant A pro
. gram in 19~6, an increase of 20 percent, or $12.8 million over the 
amount budgeted in 1984-85. The additional funding would be used to 
provide: (1) 1,000 additional new awards, bringing the total to 17,400 ($1.7 
million), (2) a 10 percent increase in the maximum award, bringing it to 
$4,110 ($6.3 million), (3) a 5 percent increase in the income ceiling used 
to determine program eligibility ($600,000), and. (4) certain baseIme ad
justments ($4.1 million). 
. Community College Transfer Initiative. The budget proposes to 

earmark 500 of the 1,000 additional Cal Grant A awards for community 
college students intending to transfer to a four-year college or university. 
Presumably, these students would compete among themselves for these 
awards; senior high' school stUdents and students enrolled in four~year 
institutions would not be eligible to receive them. (Community college 
students would be able to apply for un-earmarked Cal Grant A awards, as 
well.) 

The Governor's proposal responds to the widespread concern that dur
ing the past several years there has been a significant decline in the 
number of students transferring from California's community colleges to 
its four year institutions. 

Adjustments to the Income Ceiling. The budget also proposes to in
crease by 5 percentthe income ceiling used to determine eligibility for. Cal 
Grant A awards. This adjustment is intended to offset the effects of infla
tion on the family income applicant's, so as to keep the 1985-86 eligibility 
pool roughly comparable to the 1984-85 pool. . 

2. Cal Grant &-College Opportunity Grants 
This program, which was established in 1968-69 as the California Oppor

tunity Grant program, provides grants which cover (1) subsistence costs 
during the first year of the award and (2) tuition and fees as well as 
subsistence in the second arid subsequent years. Unlike the Cal Grant A 
program, the selection of students for these grants is based not only on the 

46-79437 
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student's grade point average and faniily income, but also on the level of 
parental education, family size, and the student's career and life goals. 
Only students with less than 16 college credit units are eligible to receive 
assistance under this program. 

The Governor's Budget proposes $30,743,000 ~otal funding for the Cal 
Grant B program in 1985-86. This is an increase of 18 percent, or $4,729,000 
over the current-year level. The additional funding would provide: (1) 750 
additional new awards, bringing the total to 8,250 ($900,000), (2) a 10 
percent increase in the maximum award for tuition and fees, bringing it 
to $3,870 ($800,000), (3) a 6 percent increase-to $1,283-in the maximum 
award for subsistence ($1.4 million), and (4) certain baseline adjustments 
to the program ($1.7 million). 

The Proposal to Earmark Cal Grant B Awards in 1985-86 May Not Be Feasible 
As part of his plan to increase the number of community college stu

dents transferring to four-year institutions, the Governor proposes to re
serve 250 of the 750 new Cal Grant B awards for community college 
students who will attend a four-year institution in 1985-86. A related pro
posal would authorize students with more than 16 units to receive a Cal 
Grant B. (Current law restricts Cal Grant B eligibility to students having 
fewer than I6·units.) Presumably, this exemption would apply only to-the 
applicants for the 250 earmarked awards. The Budget Bill contains lan-
guage to implement this initiative. . 

Our review indicates, however, that ifmay not be possible to implement 
this progrrun effectively within the limited time available. Students apply
ing for awards covering the 1985-86 academic year are required to submit 
their applications to the SAC by February 10, 1985-nearly five months 
before the 1985-86 budget will be enacted, and long before any publicity 
regarding the availability of these awards has appeared. Consequently, 
many students will not be aware of the change in eligibility requirements 
for the Cal Grant B, and therefore will fail to submit an application for an 
award. Ideally, all eligible students should have an equal opportunity to 
apply for a state-funded grant ... 

The commission will have on file the applications of those students who 
sought financial aid under the eligibility requirements in effect prior to 
the enactInent of this budget. Thus, the commission will have a pool of 
eligible applicants from which to select winners of the earmarked Cal 
Grant B awards. If the current deadline for submitting app'lications for 
financial aid is extended and if the community colleges and the SAC are 
successful in informing students of the earmarked awards, students who 
would otherwise be excluded from consideration may become award win
ner. The limited time available to the community colleges and the SAC, 
however, nukes this unlikely. 

3. tal Grant C-Occupational Training Grant Program 
The Cal Grant C program prOvides financial aid to needy students in 

order to assist them in completing their vocational training. Applicants 
must be enrolled in a vocational training program of at least four months 
but no more than two years in duration (although individuals enrolled in 
three-year hospital-based nursing programs are also eligible to partici
pate). The awards are granted on the basis of the applicant's financial 
need and vocational interest. Applicants expressing interest in fields desig
nated by the SAC as manpower-short are given priority for awards. The 
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awards may not be used to support undergraduate or graduate study. 
The Governor's Budget proposes total funding for the Cal Grant C 

program of $3,139,000 in 1985-86-14.3 percent more than the current
year level. This amount includes funding to (1) increase the number of 
new awards by 150 to 1,570 new awards ($189,000), (2) increase the max
imum award by 6 percent, or $127, bringing it to $2,250 ($126,000), and (3) 
provide for certain baseline adjustments in the program ($78,000). 

4. Graduate Fellowships 
The Graduate Fellowship program provides grants to qualified students 

in order to cover the tuition and fees they must pay pursuing post-bacca
laureate degrees. Approximately 850 new and renewal awards of up to 
$5,830 each will be provided in the current year. 

Total support for the program is proposed at $2,198,000, for 1985-86, a 
3.6 percent increase over the current year level. This funding level pro
vides for a 6 percent increase in the maximum award to $6,180 and no 
increase in the number of new awards. 

Bilingual Teacher Grant Program 
The Bilingual Teacher Grant program provides financial assistance to 

students pursuing careers as bilingual teachers. The program is open to 
low-income state residents who (1) demonstrate oral proficiency in a 
non-English target language designated by the SAC and (2) enroll in a 
four-year institution's bilingual credential program that is approved by the 
Commission on Teacher Credentialing. In the current year, the program 
will provide grants to 1,068 students. 

The Governor's Budget requests $3,044,000 from the General Fund to 
support the Bilingual Teacher Grant program in 1985-86. This is a $258,-
000, or 9.3 percent, above the current-year level. This increase provides 
for (1) an additional 40 new awards, bringing the total to 448 ($107,000) 
and (2) a 6 percent increase in the maximum award, bringing it to $4,045 
($151,000) . 

1984-85 Budge'led Grants Not Provided 
We recommend that the Legislature adopt Budget Bill language requir

ing the Student Aid Commission to grant at least the number of new 
Bilingual Tea€her Grant awards specifically provided for in the 1985 
Budget Act. 

The 1984 Budget Act provided funding for a total of 408 new Bilingual 
Teacher Grant awards in 1984-85. This was an increase of 68 awards over 
the 1983-84 level. 

The SAC, however, granted only 373 new awards. Instead, the SAC used 
a portion of the fundirig appropriated for the new awards to increase the 
average award level. It did so in response to a change in the methodology 
used to determine an applicant's financial need. Specifically, the College 
Scholarship Service, a program of the College Board which provides needs 
analysis services to academic institutions and state agencies nationwide, 
reduced the expected contribution of financial aid recipients toward their 
education. This change, in turn, resulted in a higher calculated need for 
financial assistance among those applying for aid. 

In response to this change, the SAC increased the average award of 
existing recipients of Bilingual Teacher Grants, so that sufficient funds to 
make the 408 new awards budgeted by the Legislature was no longer 
available. 
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To ensure that all of the new awards budgeted by the Legislature in the 
Bilingual Teacher Grant Program for 1985-86 are actually made, we rec
ommend the following Budget Bill language be adopted in Item 7980-101-
001: 

"The Student Aid Commission shall grant 448 new Bilingual Teacher 
Grant awards specifically provided for in Schedule f of this Item." 

Technical Budgeting Error 
We recommend a General Fund reduction of $17,500, because the 

amount requested for administrative cost allowances to higher education 
institutions administering the Bilingual Teacher Grant program is over
budgeted. (Reduce Item 7980-001-001 by $17,500.) 

Current law specifies that the amount provided to colleges and universi
ties for costs incurred in administering the Bilingual Teacher Grant pro
gram shall be increased each year by the overall percentage increase 
provided for the Bilingual Teacher Grant program. The percentage in
crease proposed in the budget for 1985-86 is 9.3 percent. In order to 
increase the administrative cost allowance by 9.3 percent, an augmenta
tion of $20,500 is needed, rather than the $38,000 provided in the Budget. 
We recommend that the difference be deleted to correct for overbudget
ing. 

6. Law Enforcement Dependents Program 
The Law Enforcement Dependents program provides grants ranging 

from $100 to $1,500 to dependents of law enforcement officers killed or 
permanently disabled in the line of duty. The grants are made on the basis 
of financial need and may not exceed $6,000 over six years. 

The Governor's Budget requests $14,000 for this program in 1985-86. 
This is $6,000 above the current-year level, and is expected to finance 9 
awards in the budget year. 

C. STATE GUARANTEED STUDENT LOAN PROGRAM (Items 7980-001-951 
and 7980-001-890) 

The Guaranteed Student Loan (GSL) program provides low interest 
loans to college students. The maximum loan is $2,500 per year for under
graduate students and $5,000 per year for graduate students. Any student 
whose family income is less than $30,000 per year automatically qualifies 
for a loan. Students from families with annual incomes exceeding $30,000 
must demonstrate financial need in order to qualify for a loan. 

Assistance Provided. To secure a loan, a student must pay the lend
ing institution an origination fee equal to 5 percent of the loan amount. 
In addition, the student must pay an insurance premium established by 
SAC. These payments extend from the date on which the loan is disbursed 
to 12 months beyond the date on which the student is expected to com
plete his or her education. The current premium is 1 percent of the loan 
balance, per annum. 

The current interest rate on GSL loans is 8 percent. Students are re
quired to begin making payments on their loans six months after complet
ing their education, and they have up to ten years to repay. The minimum 
monthly payment is $50. Table 6 shows the volume of loans guaranteed by 
the state during the current and previous three years. 
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Table 6 

Student Aid Commission 
Volume of Loans Guaranteed 

(dollars in millions) 

198()...81 .................................................................... .. 
1981-82 ..................................................................... . 
1982-83 .................................................................... .. 
1983-84 ..................................................................... . 
1984-85 (est.) ......................................................... . 

Number 
142,341 
237,825 
193,683 
245,201 
240,297 

Totals.................................................................. 1,059,347 

Dollar Volume 
$469.6 
654.4 
567.3 
663.3 
650.0 

$3,004.6 

Dollar Change 
Amount Percent 

$184.8 39.4% 
-87.1 -13.3 

96.0 16.9 
-13.3 -2.0 

Loan Administration. The SAC is the state guarantee agency for the 
federal GSL program. The commission's responsibilities include monitor
ing lending institutions to assure that they comply with federal policies, 
and providing services necessary to collect outstanding loans. These activi
ties, which are shared with a contractor, are financed by the State Guaran
teed Loan Reserve Fund (commonly called the Loan Fund) which 
derives its revenue from (1) the insurance premiums paid by guaranteed 
loan recipients, (2) administrative cost allowances provided by the federal 
government, and (3) investment earnings. No General Fund support is 
provided for this program. 

Increases in Contract Cost Require Explanation 
We recommend that during budget hearings, the Student Aid Commis

sion explain the rea~~ns for the increases in the cost of its loan processing 
contract with Electronic Data Systems and describe the steps that it is 
taking to ensure that future contracts will avoid cost overruns of this 
magnitude. 

In January 1983, the SAC signed a three-year, $6.9 million contract with 
a private contractor, Electronic Data Systems (EDS) , that provides for the 
processing of GSL student loans. The agreement required EDS to process 
student loan applications, maintain a data base which tracks the status of 
loans, collect defaulted loans, and purchase defaulted loans as the fiscal 
agent for the commission. The 1984 Budget Act provided $3.5 million from 
the Loan Fund to cover the costs of the contract in 1984-85. 

As it turns out, the original contract did not specify many of the tasks 
which the SAC assumed were called for by the general terms of the 
agreement. Because the vendor was unwilling to provide services not 
specifically detailed in the contract, the contract has had to be amended 
several times in order to secure the needed services from EDS. These 
amendments have increased the costs of the contract to the point where, 
in the current year alone, there is a contract deficiency of $6,820,OOO-an 
amount that is almost equal to the original cost of the contract for all three 
years! 

The Governor's Budget for 1985-86 requests almost $10.6 million from 
the Loan Fund to fund the final year of the contract. This would bring the 
total cost of the three-year contract to $20.8 million, compared with the 
$6.9 million originally agreed to by the SAC and EDS in January 1983. 

In light of this, we recommend that during budget hearings, the SAC 
report on the reasons why it was necessary to increase the cost of this 
contract by 200 percent and describe the steps it is taking to ensure that 
future contracts are let in such a way as to avoid major cost overruns of 
this type. 
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1. State Guaranteed Loan Reserve Fund 
The State Guaranteed Loan Reserve Fund (the Loan Fund) established 

pursuant to Ch 1201/77 funds (1) the purchase of defaulted guaranteed 
student loans and (2) the administrative costs of two loan programs-the 
State Guaranteed Loan Program and the California Loans to Assist Stu
dents Program, as well as the residual activities of the Guaranteed Loan 
Program. The Loan Fund derives its revenues from investment earnings, 
a federal administrative cost allowance under the GSL program, and loan 
insurance premiums paid by students. 

Insurance Premiums Paid by Students May Be Too High 
We recommend that the Legislature adopt supplemental report lan

guage directing the Student Aid Commission to report on the appropriate 
level of the insurance premium that students with guaranteed student 
loans must pay. 

In a recent report ("California Student Aid Commission State Guaran
teed Loan Reserve Fund Financial Audit Report Year Ended June 30, 
1984"), the Auditor General noted that the insurance premiums paid by 
student borrowers totaled $13.9 million in 1983-84. (The premium is equal 
to one percent of the amount of the loan multiplied by the number of 
years between dispersal of the loan and one year following the date at 
which the student is expected to complete his or her education.) The 
Auditor General also noted that in the same year, the cost to the state of 
purchasing $95 million in defaulted loans amounted to only $2,350,774. 
This is because the U.S. Department of Education pays for the vast major
ity of defaulted loans, pursuant to its reinsurance contract with the SAC. 

Our analysis indicates that a comprehensive review of the SAC's policy 
in setting premiums is warranted, for two reasons. First, we find that the 
portion of student paid insurance premiums available for the purchase of 
defaulted loans in 1983-84-$11.1 million-was considerably greater than 
the amount spent for this purpose. Second, at the start of the current fiscal 
year, the Loan fund had a net ending balance of $72.3 million. This could 
mean that the current insurance premium rate set by the SAC is too high. 

On the other hand, it is possible that the demands on the fund for the 
purchase of defaulted loans, together with the increase in administrative 
costs associated with the loan processing contract, could cause a deteriora
tion of the loan fund's condition in the future. For this reason, it is not 
possible to say definitively that the insurance premium is "too high." 

So that the Legislature will have the information it needs to determine 
the appropriateness of current insurance premium, we recommend that 
the SAC be directed to submit a report which examines the current and 
projected revenues and expenditures of the Guaranteed Loan Reserve 
Fund and makes recommendations on the appropriate level of the insur
ance premium charged on guaranteed student loans. The following sup
plemental report language would be consistent with this 
recommendation: 

"The Student Aid Commission shall submit a report by September 1, 
1985 to the legislative fiscal committees which (1) examines current and 
projected revenues and expenditures of the Guaranteed Loan Reserve 
Fund, (2) examines the projected state share of costs associated with the 
purchase of defaulted loans, given various assumptions about federal 
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reinsurance rates, and (3) specifies appropriate insurance premium 
rates to provide sufficient revenues to meet the state's obligation to 
purchase defaulted loans under various conditions and provide an ade
quate reserve for contingencies." 

2. Loan Defaults 
Table 7 displays the default rate on guaranteed student loans by various 

segments of higher education as of November 1983 and November 1984. 
The table shows that the average default rate for each educational seg
ment increased between November 1983 and November 1984. 

The table also shows that in 1984 the average default rates ranged from 
5.5% at UC to 24.7 at private vocational institutions. The private vocational 
schools and the community colleges have greater default rates than do UC, 
private four-year institutions, and CSU. In fact, almost two-thirds of the 96 
California Community Colleges, and 60 percent of the private vocational 
schools in the sample reported a default rate of 20 percent or greater. 

Table 7 
Default Rates for the Guaranteed Student Loan Program· 

November 30, 1983 and November 30, 1984 

University California California 
of State Community Private Private Private 

California University Colleges Two·Year Four·Year Vocational 
1983 1984 1983 1984 1983 1984 1983 1984 1983 1984 1983 1984 

Default Rates 
0-5.0 percent ......... . 5 2 2 2 4 1 50 36 13 2 
5.1-10.0 .................... .. 5 7 15 12 11 8 4 42 38 23 7 
10.1-15.0. .................. . 1 3 5 30 4 4 5 15 22 40 23 
15.1-20.0 ................... . 1 28 31 3 4 3 8 23 35 
20.1-30.0., ................. . 21 47 2 2 3 4 42 50 
30.1-40.0 ................... . 2 11 2 36 31 
over 40.0 ................ .. 2 11 11 ------------- ---------

Total Institutions 
Reporting ........ 

Average Default 
Rate ................ .. 

10 

4.8% 

10 20 

5.5% 7.1% 

20 96 96 18 17 113 

9.1% 16.5% 23.3% 10.5% 14.2% 6.7% 
Cumulative Loan 

Value (in mil· 
lions of dollars) $337.8 $422.2 $442.4 $558.0 $249.7 $314.1 $41.1 $54.8 $662.5 

a Covers only those institutions with at least $100,000 in repayment status. 

Study of GSL Default Rates 

lOB 178 159 

7.7% 22.1% 24.7% 

$845.2 $311.9 $488.9 

The 1984 Budget Act appropriated $75,076 to the Student Aid Commis
sion (SAC) for a study of GSL default rates. The Supplemental Report of 
the 1984 Budget Act contained a statement of the Legislature's intent 
regarding this study, as follows: 

"Of the amount appropriated in this item, $75,076 is available for the 
purpose of conducting site reviews of California postsecondary institu
tions with Guaranteed Student Loan program default rates above 15 
percent. The Student Aid Commission shall consult with the California 
Postsecondary Education Commission (CPEC), the Legislative Analyst, 
and the Department of Finance to develop (1) a uniform method for 
conducting the reviews and (2) criteria to determine which institutions 
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should be visited. The commission shall submit its findings to the Joint 
Legislative Budget Committee, the legislative fiscal committees, and 
CPEC no later than March 1, 1985." 
The staff of the Commission in September 1984 developed a plan for the 

study. In doing so, however, it did not consult with the specified review 
agencies, as the state legislature required. Subsequently, on November 5, 
1984, the review agencies were informed that: 

• a contract would be awarded on a sole-source basis, 
• the contractor would review only proprietary institutions, not public 

institutions, 
• the study would run 10 months-well beyond the March 1, 1985 dead

line specified by the Legislature, and 
• the study would not focus on just institutions with GSL default rates 

above 15 percent, but would look at those selected using a random 
sample of all institutions. 

In effect, these decisions were presented to the review agencies as a fait 
accompli. 

We have since been advised that community colleges will be included 
within the scope of the study, and that a progress report should be avail
able for review during the budget subcommittee hearings. We will pro
vide additional comments as appropriate at that time. 

3. GSL Administrative Costs 
The budget requests $15,823,000 from the State Guaranteed Loan Re

serve Fund (the Loan Fund) to administer the Guaranteed Student Loan 
program in 1985-86. This is an increase of 12 percent, or $1.7 million, over 
the revised current-year expenditure level. This increase includes: 

• $195,000 to fund the California Loan Initiation Project (CLIP) 
through February 28,1986; ($195,000 will also be provided through 
reimbursements) ; 

• $393,000 for eight positions and associated operating expenses and 
equipment for the Guaranteed Student Loan program; 

• $519,000 to secure additional services from Electronic Data Systems, 
the loan processing contractor; 

• $60,000 for contract services from the Attorney General's Office; 
• $70,000. to automate accounting, budgeting, and research functions; 

and 
• $400,000 in baseline adjustments, merit salary adjustments, and infla

tion adjustments. 

a. The California Loan Initiation Project (CLIP) 
We recommend that the Student Aid Commission submit to the legisla

tive budget committee a funding plan for the continued operation of the 
California Loan Initiation Project (CUP). 

During 1984-85, the Student Aid Commission (SAC) initiated a demon
stration project designed to expedite the provision of guaranteed student 
loans. This project, which commenced July 1, 1984, is known as the Califor-
nia Loan Initiation Project (CLIP). . 

Specifically, CLIP is intended to explore the feasibility of decentralized 
data entry for guaranteed student loan applications, using an electronic 
network. Fifteen postsecondary institutions and seven financial institu
tions are participating in the network, which is administered by Electronic 
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Data Systems (EDS)-:-the loan processor currently under contract to the 
SAC. The main objective of CLIP is to significantly reduce the time that 
students must wait in order to receive a loan, which normally is approxi
mately 80 days. 

Funding :for the CLIP project was not requested in the budget for 
1984-85 or provided in the 1984 Budget Act. Instead, it was provided by 
the Department of Finance using the authority contained in Section 28 of 
the Budget Act. Specifically, SAC has been authorized to spend from the 
State Guaranteed Loan Reserve Fund $73,719 per month between De
cember 1, 1984 and June 30,1985, in order to (1) pay EDS for its develop
ment and operating costs ($69,219) and (2) pay for a private consultant 
to evahlate the project and plan its full implementation ($4,500). Funding 
for the costs incurred between July 1 and December 1, 1984 was provided 
by EDS. No funding is being provided by CLIP participants in 1984-85. 

To date, CLIP appears to be successful in reducing loan processing time, 
improving accuracy, and reducing student uncertainty. The Governor's 
Budget for 1985--86 includes $390,000-$195,000 from the Loan Fund and 
$195,000 frOID reimbursements paid by project participants-to fund CLIP 
until February 28, 1986, when the GSL processing contract expires. It is 
not clear what will happen to the project beyond this point. 

If the project is to continue, it is important that the appropriate commit
tees of the Legislature have the opportunity to review the expenditures 
for this program which they did not have last year. Accordingly, we rec
ommend that the SAC submit to the legislative budget committees its plan 
for the continued operation of CLIP beyond July 1, 1985. This plan should 
discuss the current accomplishments of the project, its potential for being 
implemented statewide, and alternatives for funding it, including the 
collection of user fees. 

b. Unfilled P~sitions in GSL Administration 
The 1984 Budget Act provided funding for three new specialist positions 

to monitor the loan processing contractor and to increase the commis
sion's efforts to collect on defaulted loans. The specialists were expected 
to work with the Franchise Tax Board, the State Attorney General, and 
other state agencies in seeking to collect on defaulted student loans. 

The SAC, however, did not use two of these positions as intended. 
Instead, it reclassified them to a senior data processing (DP) manager and 
a manager fvr the loan program. According to the commission, it did so 
because (1) it felt a greater need for a DP manager than for the budgeted 
specialist position and (2) it had greater difficulty in filling the second 
specialist position than anticipated. 

The Need for Staff Augmentations Has Not Been Documented 
We recoznmend that three professional and five clerical positions re

quested for the Guaranteed Student Loan program be deleted because the 
commission has not established the need for these positions on a workload 
basis, for a savings of $353,(J(}() to the Guaranteed Loan Reserve Fund. 
(Reduce Item 7980-(}()J-95J by $353,()()().} 

The Governor's Budget proposes that in 1985-86 eight positions be add
ed to the staff of 40 authorized for the GSL program in the current year. 
These additivnal positions include three professional staff and five clerical 
staff, of which three would have limited terms of one year. 

We recognize that additional staff may be needed for the Guaranteed 
Student Loan program. In the 1984-85 Analysis, we recommended that 
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the three specialist positions requested by the SAC be approved, on the 
basis that both the number of loans being made and the number of loan 
defaults were riSing. As noted above, these positions were approved (al
though the commission chose to use two of the positions for purposes other 
than those on which they had been justified. 

The commission has not provided adequate data to support the need for 
an adpitional eight positions in 1985-86. Nor has our analysis confirmed the 
need for these positions. We note that the number of loans is expected to 
level off in 1985-86 at about 250,OOO-approximately four percent above 
the current-year level. Morever, many of the duties that previously were 
the responsibility of commission staff have been transferred to the loan 
processing contractor (EDS). These duties include (1) reviewing student 
loan applications, (2) making inquiries to students who are behind in their 
loan payments, and (3) purchasing defaulted loans from lenders. This shift 
in responsibilities presumably frees up commission staff to undertake 
other duties relating to default prevention, preclaims assistance, and 
school and lender reviews. 

Accordingly, we recommend that the positions and associated funding 
requested by the commission not be approved. 

If the commission is able to provide data which supports the need for 
the additional eight positions, we will reconsider this recommendation. 
Any information submitted to the Legislature in support of these positions 
should detail (1) the activities currently performed by the Guaranteed 
Student Loan program unit, (2) the activities proposed to be performed 
by the additional staff, (3) the reasons why alternative assignment of 
existing staff could not perform the proposed duties, and (4) the respon
sibilities of the loan processing contractor and the duties of the additional 
staff, if the proposed tasks are related to or dependent upon activities 
currently undertaken by the contractor. This information would allow the 
Legislature to evaluate the request for eight additional positions for the 
Guaranteed Student Loan program unit. 

Technical Budgeting Error 
We recommend that $40,()()() requested for general operating expenses 

in connection . with the loan program administration be deleted, because 
these funds were budgeted for one-time equipment costs and will not be 
needed in 1985-86. (Redu,~e Item 7980-001-951 by $40,()()().} 

The Budget proposes $77,000 for general operating expenses associated 
with the eight new positions in the Guaranteed Student Loan unit. This 
amount was calculated, based on past-year expenditures which included 
one-time only equipment costs. Of the amount proposed, $40,000 is as
sociated with these costs and therefore should be deleted. 

c. Additional GSL Contract Services are Not Cost Effective 
We recommend that $286,(){)() requested to fund additional contract 

services from Electronic Data Systems (EDS) Corporation be deleted 
because the added services would not become fully operational before the 
current contract expires for an equivalent savings to the Guaranteed Loan 
Reserve Fund; (Reduce Item 7980-001-951 by $286,()()().} 

The budget for 1985-86 requests $519,000 from the Guaranteed Loan 
Reserve Fund to fund additional activities to be conducted by Electronic 
Data Systems, the loan processor under contract to the SAC. These activi-
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ties would include (1) loan-related services associated with the increasing 
volume of defaults and collection efforts ($233,000) and (2) additional 
administrative services that currently are not provided, such as (a) devel
oping administrative requirements for schools and lenders with high de
fault rates, (b) developing procedures to require lenders to perform 
credit analyses of student borrowers, (c) establishing an appeals process 
for borrowers who have been denied loans, and (d) developing special 
administrative requirements for schools with high default rates ($286,000). 

These activities Ultimately might help improve program operations and 
reduce the default rate on guaranteed student loans. Nevertheless, our 
analysis indicates that these funds could not be used in a cost-effective 
manner in 1985-86, and therefore should be deleted. 

As noted earlier, the contract with EDS will expire eight months into 
the new fiscal year. Eight months does not provide enough time to de
velop and implement all of the proposed new services. Consequently, the 
commission probably would receive fewer than eight months of actual 
services. More importantly, unless the new service procedures could be 
transferred easily to a new loan processor, the state's investment in the 
developmental activities undertaken by EDS would be lost if another 
vendor is awarded the contract after the current one expires on February 
28,1986. 

For these reasons, we recommend that $286,000 requested from the 
Loan Fund in order to purchase additional administrative services from 
EDS in 1985-86 be deleted. We further recommend that the commission 
consider including some elements of a default prevention program in the 
request for proposal that will be issued in connection with the contract 
reprocurernent. If these services are specified in the initial contract, the 
commission can be assured of receiving the full value of the services over 
the course of the contract period. 

D. ASSUMPTION PROGRAM OF LOANS FOR EDUCATION 
Senate Bill 813 (Ch 498/83), as amended by AB 3757 (Ch 482/84), 

established the California Teacher Shortage Loan Assumption Program to 
help public schools attract and retain teachers of "high quality in the fields 
of mathematics, science, and other critical shortage areas." As specified in 
law, the purposes of the program are to: 

"(1) Increase the number and quality of these teachers in California's 
secondary schools. 
(2) Increase the number of graduates in these areas who select teach
ing as a profession. 
(3) Provide prospective secondary school teachers in these areas with 
an opportunity to continue their graduate education in a field in which 
there is a shortage of students entering the teaching profession." 

This program, later titled the Assumption Program of Loans for Education 
(APLE), authorizes the SAC to assume up to 500 loans up to a maximum 
of $8,000 each, by 1985-86. 

The Governor's Budget -proposes $1 million from the General Fund to 
assume 500 loans averaging $2,000 each under the APLE in 1985-86. 

Program Implementation Will Not Achieve State Goals. 
We recommend that (1) authorization to increase participation in the 

Assumption Program of Loans for Education (APLE) be repealed until 
the Student Aid Commission (SAC) adopts rules and regulations which 
allow applicants who do not yet hold a teaching credential to become 
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eligible for participation in the program, (2) the funds appropriated for 
loan assumptions be used only to make payments for those loans where 
commitments have been made as of the date on which the budget becomes 
law, and that no additional commitments be made using funds that may 
become available because of attrition in the program, and (3) legislation 
be enacted which limits to 20 percent the number of awards granted to 
teachers already employed by a school district. 

Eligibility. Chapter 498, Statutes of 1983, specifies that there shall 
be two groups of applicants eligible to participate in the loan assumption 
program. The first group consists of prospective teachers-individuals 
who (1) hold a baccalaureate degree and are academically qualified to 
teach math, science, or other subject areas designated by the Superintend
ent of Public Instruction, (2) have received a Guaranteed Student Loan, 
National Direct Student Loan, or other loan approved by the SAC, and (3) 
have agreed to teach in a California public school for at least three con
secutive acadeIDic years after obtaining a teaching credential. The second 
group consists of currently employed teachers providing instruction in the 
designated fields. 

Prospective Teachers Are Barred From The Program. Our review 
indicates that as implemented by the SAC, only currently employed 
teachers are able to participate in the APLE program. Specifically, the 
commission has adopted rules and regulations specifying that "the Student 
Aid Commission will accept into this loan assumption program only those 
teachers who IDeet all program eligibility criteria" (emphasis added). 
Moreover, program applications are available only from superintendents 
of districts with designated teacher shortages, and these superintendents 
may distribute applications only to teachers they employ. As a result, the 
program s priInary target group-individuals who have not yet decided 
upon teaching as a profession-cannot quality for participation in the loan 
assumption program. 

Thus, as implemented by the SAC, the APLE program serves only to 
reward existing teachers by, in effect, providing those selected with a 
salary bonus. Not only is this contrary to legislative intent; it serves no 
statewide interest whatever. While it may help some districts retain exist
ing teachers, the districts themselves are in a position to address this 
problem more directly, by keeping their salary levels competitive. In 
contrast, individual districts can do little to influence career choices
which was the primary goal of the APLE program in the first place. 

In summary, the SAC has disregarded legislative intent, as expressed in 
SB 813, and in so doing has converted a program that was intended primar
ily to influence career choices into one that accomplishes no statewide 
objective at all. 

Accordingly, we recommend that the Legislature adopt the following 
supplemental report language: 

"The Student Aid Commission shall not grant any additional awards in 
the APLE program until the commission implements a program which 
allows individuals as defined in Education Code Section 69601 to secure 
a loan assUIDption award provided all the conditions governing the 
award are m.et. The Student Aid Commission shall not reallocate any of 
the 500 awards provided in Ch. 493/83 for 1984-85 which would occur 
if current recipients fail to fulfill their obligation under the APLE pro
gram. The Student Aid Commission shall certify to the Director of the 
Departmen! of F~aI~ee~~~~ ~u?h_a~program has been implemented." 
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In addition, we recommend that legislation be enacted limiting to 20 
percent the number of awards granted to teachers already employed by 
school districts. Adoption of this recommendation would (1) target the 
majority of .awards (400 awards) to the pool of potential teachers, thereby 
providing them with an incentive to enter the profession, and (2) provide 
up to 100 awards per year to existing teachers in recognition of the need 
to retain teachers in shortage fields. 

E. FUNDING AND STAFF FOR ADMINISTRATION (Items 7980-001·001 and 
7980·001-951) 

The SAC administration unit provides the services necessary to support 
the commission's programs. The budget proposes total support for the 
administration unit of $21,321,000 in 1985-86--an increase of 7.7 percent, 
or $1,519,000, over current-year expenditures. The General Fund would 
provide $5,498,000, or 26 percent of the total, and the Guaranteed Loan 
Reserve Fund would provide $15,823,000, or 74 percent. 

Table 8 shows that General Fund support proposed for the administra
tion unit in 1985-86 is $230,000 less than the current-year level. This net 
reduction is a result of a transfer of $333,000 in funds for the Cal-SOAP 
program to local assistance and a $130,000 unallocated reduction offset by 
increases totaling $223,000 in other programs. Support from the Guaran
teed Loan Reserve Fund is I>roposed to increase by $1,749,000, or 12 per
cent, over the current year level. 

Table 8 

Student Aid Commission 
Administration 

1983-84 through 1985-86 
(dollars in thousands) 

Actual Estimated Proposed Change 

1. Grant Program Administration: 
a. Cal Grant A .................................................... 
h. Cal Grant B .................................................. 
c. Cal Grant C .................................................... 
d. Graduate Fellowships .................................. 
e. Bilingual Teacher Grant ............................ 
f. Law Enforcement Personnel Dependent 

Grants .............................................................. 
2. Loan and Program Administration: 

a. Guaranteed Student Loan .......................... 
h. Consumer Program .................................... 
c. Cal·SOAP ........................................................ 
d. Research and Report .................................. 
e. Teacher Shortage Loan Program ............ 

3. Administration and Support .......................... 
4. Unallocated General Fund reduction for 

Merit Salary Adjustments and operating ex· 
penses .................................................................. 

Totals .................................................................. 
General Fund .......................................................... 
State Guaranteed Loan Reserve Fund .............. 
Personnel YellI'$ ...................................................... 

1983-84 1984-85 1985-86 Amount Percent 

$1,839 $2,251 
1,253 1,551 

235 285 
192 237 
427 535 

3 2 

6,570 14,074 
132 175 
319 338 
192 222 
46 132 

(990) (1,560) 

$11,208 $19,802 
$4,638 $5,728 
6,570 14,074 
161.0 173.3 

$2,380 
1,554 

306 
236 
586 

2 

15,823 
181 
15 a 

235 
133 

(1,482) 

-130 

$21,321 
$5,498 
15,823 
182.3 

$129 
3 

21 
-1 
51 

0 

1,749 
6 

-323 
13 
1 

(-78) 

-130 

$1,519 
-$230 

1,749 
9.0 

5.7% 
0.2 
7.4 

-0.4 
9.5 

12.4 
3.4 

-95.6 
5.9 
0.8 

-5.0 

7.7% 
-4.0% 
12.4 
5.2 

a Reflects the trl!lIlsfer of $333,000 to local assistance. The amount displayed is for administration only. 
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The commission is authorized 173.3 full-time equivalent positions in the 
current year. For 1985-86, the budget proposes to increase the number of 
authorized positions by nine. The increases include three professional and 
five clerical positions in the Guaranteed Student Loan program, and an 
additional accountant for general administration. 

1. Funding For Feasibility Study Report Is Premature 
We recommend that $125,000 requested from the General Fund for 

preparation of a feasibility study report (FSR) be deleted because the 
commission does not have qualified staff to oversee the project~ has not 
integrated this proposal into its overall master plan for data processing, 
and has provided no data to indicate that the funding level is appropriate. 
(Reduce Item 7980-001-001 by $125,000). 

The Governor's Budget requests $125,000 from the General Fund to 
finance the preparation of a feasibility study report (FSR). The proposed 
FSR would explore ways of automating the Cal Grant A program. Current
ly, there are approximately 42,700 students receiving a total of $6.3 million 
under the Cal Grant A program. 

Our analysis confirms the need to find alternative ways to process grant 
applications received by the commission. Nevertheless, there are three 
reasons why we believe the Legislature should not provide funds for the 
FSR in 19~6. 

Preparation of an FSR in 1985-86 is Premature. At the present 
time, the commission does not have qualified staff it would need to over
see this project to ensure that the report meets the needs of the commis
sion and its clients. Lacking an individual who is both familiar with the 
commission's grant programs and is proficient in data processing, the 
commission is most unlikely to produce a meaningful report. 

Automation is Not in Master Plan. The budget does not indicate 
how the proposed FSR would be integrated into the SAC's Data Process
ing Master Plan, which was approved in 1982. It is important that any 
proposal for automating the Cal Grant A program be closely linked to the 
SAC's automation plans for other grant programs. There is, however, 
nothing in the commission's proposal to indicate that such a coordinated 
effort is contemplated. 

Amount Needed Cannot Be Established. The Office of Information 
Technology (OIT) indicates that $50,000 is usually the minimum amount 
needed to conduct an FSR with regard to automation of an existing pro
gram. Staff of the office indicate that one means of determining the appro
priate funding level for an FSR is to release a Request For Information to 
potential bidders. This would require that the SAC first develop a general, 
though well-defined, outline of its current I>roblems in administering the 
grant program and the expected goals that the FSR should achieve. In the 
absence of this information, there is no way to determine how much is 
needed to fund the FSR. 

For these reasons we recommend that the $125,000 requested to pre
pare the feasibility study report be deleted, for an equivalent General 
Fund savings. 


